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Report To The Honorable Don Sundquist
House Of Representatives

The Tennessee Valley Authority’s Benefits And
Cost For Rehabilitating The Ocoee No. 2
Hydroelectric Project

The Tennessee Valley Authonity’s (TVA's) No 2 hydroelec-
tric projecton the Ocoee River in Tennessee was originally
constructed 1in 1913 In 1976 TVA took 1t out of service
hecause of deterioration of trestles used to support the
4 6 mile wooden flume which transported water between
the dam and the powerhouse In 1979 TVA decided to
rehabihitate the trestles and flume to restore generation of
electricity Since the powerplant was shut down in 1976,
water has been released through the dam into the natural
nverbed This created conditions along this stretch of the
river favorable to recreational “whitewater” rafting which
were projected to attract an estimated 100,000 visitors in
1983 TVA's decision in 1979 to rehabilitate the project
created controversy between recreational users and TVA

This report provides information on TVA's efforts to identify
the benefits that were expected to accrue from the rehabili-
tation project, the total costs incurred for rehabihtation, the
cost of power generated from Ocoee, the estimated
number of recreational visits for 1983, the estimated total
revenues or dollar value of those visits, and an agreement
resolving the recreational controversy
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Request for copies of GAO reports should be
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U.S. General Accounting Office

Document Handling and Information
Services Facihity
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Telephone (202) 275-6241

The first five copies of individual reports are
free of charge. Additional copies of bound
audit reports are $3.25 each. Additional
copies of unbound report (1.e., letter reports)
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There will be a 25% discount on all orders for
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or money order basis Check should be made
out to the ""Superintendent of Documents’’.




UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

HESCURCES { OMMUNIT Y

AND ECONGMIC DFVEL OPMENT
JIVISION
B-215148

The Honorable Don Sundquist
House of Representatives

Dear Mr. Sundquist:

In accordance with your May 3, 1983, request, this report
discusses the Tennessee Valley Authority's (TVA's) rehabilitation
of the Ocoee No. 2 hydroelectric project. The report provides
information on TVA's benefits and costs for rehabilitating the
project, the cost of power produced by Ocoee, and the controversy
that arose between TVA and whitewater rafters when the decision
was made to rehabilitate Ocoee as well as the efforts which have
settled the controversy.

As requested by your office, unless you announce 1ts contents
earlier, we plan no further distribution of this report until 7
days from the date of the report. At that time we will send
copies to 1nterested parties and make coples available to others
upon request.

Sincerely yours,

e N

J. Dexter Peach 77&25\.
Director






GENERAL ACCOUNTING OFFICE REPORT THE TENNESSEFE VALLEY AUTHORITY'S

TGO THE HONORARLE DON SUNDQUIST BENEFITS AND COST FOR REHARILI-

HOUSE OF REPRESENTATIVES TATING THF OCOEFE NO. 2 HYDRO-
FELECTRIC PROJECT

The Tennessee Valley Authority's (TVA's) three
dame on the Ocoee River near Chattanooga,
Tennessee, nroduce electrical power from water
flowing throuah them. One of these dams——-0Ocoee
No.2--was constructed in 1913 and generated
nower until 1976 when power generation was
stopned due to the deterioration of the trestles
which support the wooden flume used to carry
water hetween the dam and the power house.
Since power ageneration was stopped, water has
heen released through the dam into the natural
river hed instead of into the flume. This has
created conditions for recreational raftina,
called whitewater raftina.

Tn 1979 TVA decided to rehabilitate the wooden
flume and start nroducinag nower aaain. This
action created controversy between TVA and rec-
reational users of the river bhecause as the
water 1s diverted into the flume for nower gen-—
eration it is not available to release through
the dam for whitewater raftina.

At the reauest of Congressman Don Sundauist, GAO
was asked to review TVA's benefit/cost analysis
for the rehabilitation of Ocoee No. 2. Because
the rehabilitation of Ocoee No. 2 was over 90
percent complete at the time of the request, GAO
adreed with the Congressman's office that rather
than reviewing the benefit/cost analvsis, GAO
would provide information on TVA's efforts to
rehabilitate Ocoee No. 2, includina what bene-
fits were expected to accrue from the rehabili-
tation; what total costs will be incurred; and,
based on these costs, what the power aenerated
from Ocoee will cost, Condressman Sundauist
also asked that GAO provide the projected numbher
of visits for recreation in 1983 and the esti-
mated total revenues or dollar value for the
benefits of whitewater raftina. (See p. 2.)

REHARILITATION DFCISION

As soon as nower generation was stoopped, TVA
hegan evaluatinag ontions for rehabilitating
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Ocoee No. 2. The analysis of options was final-
ized in a draft environmental impact statement
in Auaust 1978 which presented four options for
the project. 1In the draft statement, TVA pro-
posed the ontion of replacing about 1,800 feet
of the 4.6-mile wooden flume at a cost of $4.7
million (in 1977 dollars).

TVA received comments on its draft statement and
issued its final statement in Julv 1979, Ry
this time, however, TVA had decided the flume
had deteriorated to the point that it had to be
entirelv replaced, which increased the cost to
$14.7 million (in 1977 dollars). The final
statement reflected that the project was benefi-
cial because the power that Ocoee No.2 was ex-
nected to generate (135 million ¥kilowatt hours
annually) would be less exmnensive than electric-
ity nroduced by other sources on the TVA gener-
ating system (primarily from coal-fired plants)
over the expected life of the project. TVA's
analysis showed that power to he generated from
Ocoee would decrease the need to generate from
its coal-fired plants. The final statement
reflected that benefits would exceed costs by a
ratio of 1,3 to 1.0,

The TVA Board approved the rehabilitation in
November 1979. The estimated cost in the proi-
ect authorization at that time had increased to
$20 million. TVA attributed the increase in the
cost estimate to inflation. The nroject author-
ization for the S$20 million exmenditure included
a justification that bhenefits would recover
costs in about 9 vears. TVA awarded a $21 mil-
lion contract in June 1980 to a private con-
tractor to rehabilitate the flume. (See p. 5.)

OCOFE'S REHABILITATION COSTS

The construction at Ocoee has been completed and
power deneration beagan in October 1983. The
cost to rehabilitate Ocoee stands at about $36.4
million. This is comprised of $33.8 million in
capitalized construction cost! and about $2.6
million in repairs that were expensed during
fiscal vears 1977 throuah 1983, A further

Tconstruction costs of an asset that vields
returns over several vears and is depreciated
over the period of the return are referred to
as capitalized costs. Fxpensed costs are those
costs that vield all of their return in the
current time period.
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breakdown shows that $12.7 million of the total
was for TVA's own in-house work while the con-
tractor's cost escalated to $23.7 million from
the 1980 contract award of $21 million,

A primary reason for the further cost increases
was that the major components related to the
flume, such as the foundation, were more
deteriorated than expected and had to be
repaired. Another reason was that TVA
underestimated the effect the rugged terrain
would have on removing the old flume and
erecting the new one. (See p. 15.)

COST OF OCOFRE POWER

Ocoee, like other hydroelectric proijects has
high fixed costs and low variable costs. Power
generated during the first year by Ocoee is
expected to cost ahout 3.64 cents per kilowatt
hour. This means that power from Ocoee No. 2
will be slightly more than TVA's average system
cost of about 3.45 cents per kilowatt hour for
fiscal year 1983, hut will be less than TVA's
projected average system adeneratina cost of
about 3.84 cents per kilowatt hour for 1984 (the
first year of Ocoee generation). The Ocoee WNo.
2 power cost will be less than other generation
scheduled to be finished and begin producing
power in the next 2 years. The fixed cost? of
Ocoee (about 3.3 cents per kilowatt hour)
represents amounts already spent and will be
incurred regardless of whether power is
generated.

Since the project is finished, TVA believes the
comparison of costs for savinas which needs to
be made is of variable costs.3 When Ocoee is
generatinag power it is displacing coal-fired
generation, which has a higher variable cost.
Ocoee's variable cost is about 0.29 cents per
kilowatt hour, which is lower than the variable
cost (about 1.9 cents per kilowatt hour) for
TVA's coal plants, (See p. 21.)

1ear Sheet

2Ccosts associated with investment in a plant
which exist regardless of the amount of
production.

3costs associated with operations or utilization
of a plant which vary according to the amount
of production.
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RECREATION BENFFITS

TVA projected that Ocoee whitewater rafting
would attract about 100,000 visitors in 1983,
TVA also estimated that whitewater rafting would
contribute about $4.5 million to the local econ-
omy in 1983, Whitewater rafters have been con-
cerned about TVA's plans to restore power
operations to Ocoee No. 2 because as power is
agenerated, water is diverted out of the river
causina the whitewater to disappear. TVA also
became concerned because it would have to
generate power from a higher cost coal-fired
plant if it had to shut down power operations to
allow for whitewater rafting.

After negotiations amona TVA, the whitewater
raftinag supporters, and the State of Tennessee,
the issue was settled. On November 14, 1983,
the Conaress passed a one-time appropriation of
$7.4 million to support recreation on the

Ocoee, This includes $6.4 million to compensate
TVA for having to generate power from another
source when Ocoee is used for recreation. 1In
addition, the State of Tennessee will receive $1
million for the management and operation
expenses of the recreation area. The $7.4
million is reguired to bhe repaid to the U.S.
Treasury within 35 years from the imposition of
fees for recreational activities.

On March 16, 1984, an aareement became effective
hetween TVA and the State of Tennessee which
will provide for 116 days of water releases per
year for recreational purposes. The agreement
further provides that commercial rafters will bhe
required to pay TVA a fee based on the number of
customers they serve., TVA is to return the
proceeds to the U.S. Treasury. The fee can be
adjusted after 5 years and every vyear thereafter
to reflect any surplus or deficit in the
proceeds,

AGENCY COMMFENTS

TVA provided comments on a draft of this report
1n a May 4, 1984, meeting. At that time TVA
officials offered comments to clarify their
position with regard to the benefit/cost study
that was prepared, contractor claims for work
performed, and recreational benefits. TVA also
provided updated figures for the cost of power
from Ocoee to reflect actual operating costs for
the first vear of operation. GAO accommodated
these comments where appropriate,
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The Tennessce Valley Authority (TVA) h
, an

Ocoee River 1n Polk County, Tennessee, as shown on
appendix IT. Construction of the Ocoee No. 2 project began in May
1912 and was completed 1n October 1913 at a cost of about $2.2
million. TVA acquired the project 1n August 1939, and 1t became
an 1ntegral part of TVA's hydroelectric system until 1976 when the
power generation part of the plant was shut down because of 1ts
deteriorated condition.

own on the map in

The Ocoee No. 2 hydroelectric plant consists of a rock-filled
dam, a 4.6-mile-long wooden flume, and a powerhouse. (The photo-
graphs on p. 2 depict the dam and the beginning of the flume as
weell as a view of the flume downstream from the dam.) As water
tlows downstream, 1t 18 diverted i1nto the wooden flume located at
the dam. The water 1s then transported through the wooden flume
to the forebay?2 holding area and on to the penstock3 intake
located above the powerhouse. The powerhouse contains two
generators with a capacity of about 21 megawatts4 (MWs) .

Since powcer production from the Ocoee No. 2 project was
stopped 1n 1976, water has been released through the dam 1nto the
natural raiverbed. This, along with existing dams releasing water
uapstream, created whitewater rafting conditions along this stretch
of the river, which were projected to attract an estimated 100,000
visitors 1n 1983, However, TVA's decision in 1979 to rehabilitate
the project for power generation created controversy between
recreational users and TVA, This occurred because the river
cannot be used for whitewater purposes while power 1s being
generated since most of the streamflow 1s diverted away from the
natural riverbed 1nto the flume. According to TVA, without
controlled releases from upstream dams, the river would permit
almost no rafting.
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3JAn penstock connects the short wooden flume to the
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The water flows out of the flume, 1nto the penstock, and
through the turbines 1n the powerhouse,
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OBJFCTIVIS , SCOPEF, AND METHODOLOGY

By letters dated Mav 3 and 23, 1983 (see app. 1), Conaressman
Don Sundagarat reauested that we review TVA's benefit/cost analvsis
for rehabilitating Ocoee No. 2. Recause the rehabilitation of
Ocoee No, 2 was over 90 percent complete at the time of the re-
auoest, we agreed with the Conaressman's staff that rather than
reviewing the benefit/cost analvsis we would provide information
on several aapects of TVA's rehabilitation of Ocoee No. 2, includ-
1ing the eqgtimated cost of the work and the recreational bhenefits
from the use of the river, He reauested that we provide the total

o~
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the work at uumu‘xt’-‘:tik’)ﬂ, the reasons
inereases, the cost of contractor work and purchased materials,
the amouant of appropriated funds used for the work, the amount of
interest on money horrowed for construction, and the total cost of
TVA's 1n-house work on the proiject. The Conaressman also re-
aquested that we provide the cost of power to be agenerated by the
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1t farst 20 vears of operation,

Regardina TVA's Justification for rebuildina the power por-
ti1on of the project, we were reauested to look into the benefit/
coast analvsas prepared by TVA as well as an indevpendent evaluation
of TyA'ﬁ analyasis made by a consultant for the Ocoee River Coun-
cil.”? Wo were alaco reauested to project the numbher of visits for
recreation in 1983 and estimate the total revenues, or dollar
value, for the recreational use of the river.

Tn accomplishina the reavested work, we evamined various TVA
records, documents, and reports containina the actual and esti-
mated coost of work associated with the rehabhilitation effort. We
alaso diascussed various aspects of these costs with TVA officials,
includina the reasons for cost increases, We alao ohtained from
TVA the ostimated cost per kilowatt hour (kWh)6 of power to be
aenerated by the project and determined the extent to which the
project would operate atr a deficit durinag its initial 20 vears of
operation,

To provide information on TVA's justification for rebuildinag
the protect, we looked into the benefit/cost analysis that TVA
prepared and used as a basis for deciding that rehabhilitation was
cost effective, In doing so, we looked into the assumptions used
by TVA and, to the extent possible, the source data used in pro-
jectina the benefits of the project and source data for selected
test vears., We discussed the benefit/cost analysis with TVA offi-
cr1als to obtain an understanding of the assumptions used and the
rationale for the computations made., We also contacted the Ocoee
River Council's consultant and discussed various aspects of his
evaluation of TVA's benefit/cost analvsis and his computations of

5The Ocoee River Council is a nonprofit organization formed for
the purnose of promoting recreational use of the Ocoee River,

6Ki]0watt hour 1s a measure of electrical eneray eaual to 1
kilowatt of power supplied steadily for 1-hour.



the power deficita that would accrue durina the project's
operational life,

To nrovide information on the recreational benefits, we ob-
tained TVA's proijections of the number of visits exnected in 1983
for recreational purroses and the proiected dollar value of the
river for recreational usaage., We also discussed TVA's nlans for
managina the recreational activities with the TVA General Manadger
and reviewed a recent agreement between TVA and the State of
Tennensee reagarding recreational use of the river now that the
rehabilitation ias complete,

We conducted our audit in accordance with generally accepted
audit standards, Our audit work was conducted from May through
tlovember 1983,

™A nrovided comments on a draft of this repnort in a May 4,
1984, meet1naq. At that time TVA officials offered comments to
clarifv their position with regard to the bhenefit/cost studv that
was prepared, contractor claims for work performed, and recrea-
tional henefits, TVA also provided updated figures for the cost
of power from Ocoee to reflect actual orneratina costs for the
first vear of operation. GAO accommodated these comments where
appropriate,



CHAPTER 2

TVA's PLANNING AND EVALUATION OF OCOEE NO, 2

During the late 1960's and early 1970's, TVA's Office of
Power performed several studies to determine if the Ocoee No. 2
powerplant should be retired. TVA was concerned with the flume,
which was deteriorating. Results of a 1968 TVA study showed that
rehabillitating the flume and trestles was uneconomical and the
report recommended that the project be retired at the point when
the flume could no longer be safely maintained or when the opera-
ti1on and maintenance expenses were greater than the value of the
power produced.

A 1974 Office of Power study concluded that,

"At the Ocoee No. 2 Hydro Plant, the five flume support-
1ng trestles are, as you know, in very bad order; and
speciral measures are continuously in effect with re-
spect to the water load i1n the flume box above the
trestles, T1f any one of the trestles should fail,

the entire wooden flume will be unserviceable from
dryout before the trestle could be replaced."

TVA's Depreciation Committeel closely monitored these stud-
15, On April 8, 1975, the Committee was notified by the Office
ot Power that the conditions noted 1n 1ts 1974 study were still
prevalent and that replacing the flume was not economically feas-
1ible, TVA oftfticilals stated that the economic i1nfeasibility was
based on the 1968 study. 1In the Office of Power's opinion, 5
yerars was the maximum life expected for Ocoee No. 2. The Commit-
tee, which approves depreciation life, decided to apply special
rates to Ocoee No. 2 to amortize the remaining net book cost
over a S5-year period beginning July 1, 1975. This amortization
was completed in 1980, leaving Ocoee No. 2 with zero net book
value,

Irhe Depreciation Committee, established on April 9, 1964, 1s
composed of representatives of organizations having primary
responsibility for construction and custody or operation of sig-
nificant portions of depreciable property. The Committee meets
annually to review the reasonableness of existing depreciation
rates and to approve new and revised rates as required. A member
of the committee 15 appointed from each of the following TVA
organizations: Office of Agricultural and Chemical Development;
Office of Engineering Design and Construction; Office of Natural
Resources; Office of pPower; Division of Finance; Division of
Property and Services; Office Service Branch and Computing
Operations Branch; and Transportation Services Branch.

2rhe value of an asset after subtracting accumulated depreciation.

5



41977 dollars,

Alternative

Facility retirement

Repalr trestles and
rockfill dam

Repair trestles and
construct rew CcOn-
crete dam

Replace wooden flume
and dam

including interest duaring

Taple 1

praft Environmental Impact Statement

Construct 1on Alternatives

Estimated cost?@ Construction

(1n millions) time
$ 1.9 12 months
4.7 26 months
12.1 26 months
20.9 36 months

construction.

Description

Remove unstable si1lt 1n reservolr,
remove crib dam, remove flume,
plug the penstock, and seal
powerhouse

Strengthen crib dam with rockfill,
repalr trestles, and replace 1,800
feet of the wooden flume

Construct new concrete dam, repalr
trestles, and replace 1,800 feet
of wooden flume

Construct new concrete dam, provide
new trestles, and replace the 4.6~
mile-long wooden flume



OCOEE No, 2 SHUTDOWN (1976-79)

Although the Depreciation Committee decided in 1975 to accel-
ctate depreciration on 0Ococe and fully deprecirate 1ts book value

over Lhe next 5 years, TVA decided 1n September 1976 that condi-
t1tons had become unsafe and decided to stop generating power, As
TVA was stopping Ocoee No., 2 power operations, the Office of Power
also decirded to begin evaluating the possibilities of rehabilitat-
1) or retiring the facility since a study had not been done since

1968,  This decision came about because of the cost 1ncreases
berng experlenced in other parts of TVA's generating systemn,
copeclally the cost of coal to hurn 1n 1ts coal-fired plants. TVA
believed that 1t Ocoee was rehabilitated, 1ts cost of power might
bee e than coal-fired generation.

Initi1al asscessments made 1n 1977 and 1978 i1ndicated that TVA
could erther retire Ocoee No. 2 for about $1.9 million or select
one ol sceveral alternatives at various estimated costs. Options
that TVA stafft considered ranged from modifying the flume 1nto a
tunnel at a cost ot $16,4 million to constructing a dam for usc as
pumped Storage’d at a cost of $210 million. From the range of
options, TVA chose four and presented them as alternatives i1n an
August 1978 dratt environmental i1mpact statement (EIS). Thesc
four alternatives are described in table 1.

Ot the four alternatives examined in the draft EIS, TVA
selected alternative 2, The draft KIS stated that the powerhouse,
with 4 capacity of 21 MWs, could continue operating in its present
State for many years with continued maintenance although 1t was
6% years old.  Further, the draft EIS stated that the generators
and turbines could be put back 1nto operation without extensive
repalrs,  TVA estimated that this alternative would take about 26
montho to complete. According to TVA's analysis, this alternative
appearced to be the most cost-effective plan (see table 2).

SA method of power generation where water 1s held above the
powerhouse and released to generate power when additional power
15 needed,  When demand for power 1s low, the water 1s pumped
back above the powerhouse to be stored for use again as the power
system needs 1t



Table 2

Draft EIS Annual Power Costs and Benefits@

Alternative construction plans

- = - - -(000 omitted)- - - - -

1 2 3 4
Annual power costs $ 205 $ 915 $1,721 $2,575
Annual power benefits 0 2,450 2,450 2,500
Annual net benefits (-)205 1,535 729 (-)75

Api1scount rate--11 percent; price levels--1977 dollars; economlc
l1fe--50 years.

After receiving public comments on the draft EIS, TVA 1issued
1ts tinal EIS for Ocoee No. 2 on July 25, 1979. TVA agaln pre-
sented four alternatives but with some modification in the scope
o1 work for alternative 2. TVA made these modifications after ob-
taining more information on the condition of the entire flume.
Between the period of the draft and the final EIS, 1inspections
showed that the entire 4.6-mile-long flume would have to be re-
mnoved and replaced because of its advanced stage of deterioration,
rather than the 1,800 feet included in the earlier estimate.
Because of the changed work scope, TVA increased the estimated
cost of alternative 2 from $4.7 million to $14.7 million (in 1977
dollars) and extended the construction period from 26 to 30
months. The costs of the other three alternatives did not change.

In TVA's final EIS on Ocoee No. 2, alternative 2 was
selected., This alternative was projected to yield net benefits of
$590,000 annually with a benefit/cost ratio of 1.3 to 1 (annual
power benefits of $2,500,000 divided by annual costs of $1,910,000
equals a ratio of 1.3 to 1 in benefits to costs) (see table 3).

Table 3

Final EIS Annual Power Costs and Benefits@

Alternative construction plans

1 2 3b 4
Annual power costs $ 205 $1,910 $1,721 $2,575
Annual power benefits 0 2,500 2,450 2,500
Annual net benefits (-)205 590 729 (~)75

dp1scount rate--11 percent; price levels--1977 dollars; economic
life~--50 years.

brva no longer considered alternative 3 as feasible since the
entire flume line had deteriorated to the point that 1t had to
be replaced. The cost of this along with constructing a new
concrete dam was considered not cost beneficial and the alterna-
tive was deleted from consideration.

8



™A believed benefits would accrue from

--generating 135 million kWhs annually, or enough power to
meet the annual demand for about 9,000 homes;

~--displacing more expensive sources of generation such as
coal plant generation and reducing 1ts coal burning
requirement by 60,000 tons annually, as well as
occasionally displacing gas turbine generation; and

-—reducing emissions of sul fur oxide, nitrogen oxide, hydro-
carbons, and particulates into the atmosphere due to the
displacement of coal generation.

On November 8, 1979, the TVA Board of Directors approved a
project authorization to proceed with the rehabilitation work as
outlined 1n the final EIS. The project authorization showed that
the work was estimated to cost $20 million with a projected com-
pletion date of about March 1982. According to an official of
TVA's Offi1ce of Power, 1nflation was the primary reason for the
ostimated cost 1ncrease from $14.7 million to $20 million i1n the
final KIS. The $14.7 million was at 1977 price levels. The $20
million was for a construction start 1n 1979 real dollars.

With the Board's approval 1n November 1979, TVA proceeded 1in
ecarly 1980 to request bids to perform the flume rehabilitation. A
contract was awarded to the lowest bidder i1n June 1980 for $21.3
million.

JANUARY 1981 BENEFIT/COST STUDY

TVA realized the total cost of rehabilitating Ocoee No. 2
would be greater than the $20 million estimate made at project
approval and conducted a new benefit/cost study and presented the
results 1n January 1981. This study showed estimated costs had
increased to $26 million. Most of the increase can be attributed
to the need tor more extensive foundation work than had been
anticipated and the fact that fewer exi1sting materials could be
reused.,

The January 1981 analysis was made using two different
methodologies, The first method used the Water Resources Coun-
c1l's Principles and Standards,? which was consistent with the
methodology TVA had used 1n all of 1ts prior benefit/cost studies

4The Water Resources Council (WRC) established the principles and
standards in effect at the time of these studies which federal
agencles such as the Corps of Engineers, Bureau of Reclamation,
and TVA follow 1n formulating and evaluating federal water
resource projects. WRC gets 1ts authority from the Water
Resources Planning Act (Public Law 89-90, as amended) to provide
for the optimal development of the nation's natural resources
through the coordinated planning of water and related land
resources,



for Ocoee No. 2. This method yielded a benefit/cost ratio of 1.6
to 1 using the constant-dollar approach (benefits of $3,610,000
divided by costs of $2,273,000). TVA did not believe that using
the constant-dollar approach adequately reflected that the bene-
fits would escalate throughout the project's 50-year life,
Theretore, TVA prepared a benefit/cost analysis to recognize that
project benefits would change and become more valuable throughout
the project's li1fe. This method was computed in real dollars?
and showed a benefit/cost ratio of at least 1.5 to 1 (benefits of
$6,755,000 divided by costs of $4,578,000).

TVA's SUPPORT FOR THE
BENEFIT ASSUMPTIONS

TVA estimated the benefits of Ocoee No. 2 hydroelectric power
on the basis that power produced from Ocoee would cost less than
other forms of power generation in the TVA system; thus, the proj-
et would displace power generation from the more costly source.
The ditference 1n costs between the two generation sources would
be the benefits., The TVA benefit/cost studies indicated that
Ocoee No, 2 would be used prlmarlly for base load® generation and
would displace about 19 MWs7 of coal-fired capaclty. For ex-
ample, 1n 198%, the studies showed that 98 percent of Ocoee's gen-
eration would be in lieu of power generated by coal-fired units.
According to TVA, about 86 percent of these benefits was comprised
ot furl savings with the other 14 percent being reduced variable
operation and malntenance (0&M) costs at the plants with displaced

power.  No fixed Os&M savings were assumed.

(AP N d TVA's O&M and fuel assumptions and the support

[ Al "Aullll.l.ll? {1 l.V (%Y bl o IM1 anu Luw L QDDUIIIHLLUIID aliu (SR Y iy \JutJtJ\JL [
tor the benefit calculations. We selected 1985, 1990, 1995, and
INN L [P ey oy try ann hrhw tha aconmnbFimane wora amml tod a;md ey
FAAVAVAV] [¥ Bl L.‘ )L. ]" ()L ) iy DT i w LS ) e uDOullltJLJ.\.)llO wo i © (ALJKJL LYWl Qalivi v
vertty the calculations. TVA provided totals for the benefit cal-
culations for these years, but the supporting working papers show-
1ng these calculations and how they were done were not avallable,
™A nDolioy doos not reaguire these tvnes of records to e kent on
LV [ EARAR T T § L R L 4 L A LRSI i = i1 — L3 s A | SR o VRV § SR B ) LR} L9 Ny A AR
ti1le. Because of thi1s, we were able to verify the accuracy of
only the total F1quru calculations, not the supporting figures

SConutant-dollar approach holds the comparison of all bencfit/
cost values constant during the life of the project. Under the
real dollar approach, the benefits are 1ncreased to realize
inflation.

bLoad 15 the amount of power needed at a given point on an
electric system. The total load of a utility system 15
gqenerally made up of base load and peak load. Base load 1s the
generating load which 1s more or less constant throughout a
period of time, Peak load 15 the load generated when demand 1s
the highest,

TAlthough Ocoee No. 2 has a nameplate capacity of 21 MWs, 1t will

have a practical capacity of displacing 19 MWs of coal genera-
titon because 1t will not continually generate at full capacity.
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leading up to the totals, We found no arithmetic errors in the
total calculations for these test years.

I'VA assumed that benefits would accrue from reduced OsM
cogta ot those generating units that would be generating less be-
cause of Ocoece power, TVA officials said that this 1s a well-
accepted practice within the electric utilaity industry. For
example, TVA assumed that, due to decreased operation, the plants
would require less maintenance, lahor costs would be reduced, and
crpuipment Tife would increase, TVA could not provide any studies
1t had pertormed to support the operation and maintenance bene-
tits. For real day-to-day operation of a coal-fired plant, 1t
would be difticult to show how operating the plant at, for ex-
ample, 270 MWs rather than 290 MWs would result 1n lower labor or
malntenance costs,  Questions that would need to be addressed 1n-
« Tude whether or not continually i1ncrecasing and decreasing genera-
tion causes more wear on the cquipment., Because of this, we are
unable to eirther agree or disagree with the assumptions used for
operation and maintenance benefits.

OCokEE RIVER COUNCIIL Vs, TVA

Concorn over the loss of whitewater rafting led the Ocoee
River Council to file suirt on March 6, 1981, in the U.S. District
Court for the kastern District of Tennessee. Most of the suit
quest roned the adequacy of TVA's ELIS. TVA initially contended
that although 1t had prepared an KIS, it was not required to do so
because Ocoee No, 2 was an existing project and did not pose a
major federal action, only restoration, Further, TVA contended
that 1ts decision was not subject to judicial review under the
Nati1onal kKnvironmental Policy Act (NEPA) because of certain
requirements 1n the TVA Act respecting operations of dams and
reservolrs and financing of the power system, The court ruled on
June 9, 1981, that while TVA's EIS was adequate, TVA had not
properly considered economic values 1n reaching 1ts decision.

Specifically, the court ordered TVA to reconsider 1ts reha-
brlitation decision 1n light of the requirements under NEPA,
asouming TVA would not be compensated for the lost power when
water 14 diverted for recreational purposes for 82 days per year.
TVA concluded, however, that releases should not be made except
under arrangements which would compensate the power program for
lost power generation,

Subsequent by, 1n September 1981, the Board reported to the
court that TVA, after reconsidering the updated analyses, had de-
crded to complete the rehabilitation., In making this decision,
TVA considered two separate benefit/cost analyses, each of which
ohowed the project to be cost benceficial. The difference 1n the
two analyses was the difference 1n completion dates. The court
subsequent ly ruled 1n TVA's favor and dismissed the case 1n June
t9n2,

bven though the case was dismissed, the Ocoee River Council
did question several aspects of TVA's benefit/cost analysis. 1In
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May 1983 the Ocoee River Council sent to TVA the results of a
study prepared for the Council by an independent consultant. This
report essentlally addressed all of the 1ssues that related to the
oconomic and enygineering feasibility assessments made by TVA 1n
the past for rehabilitating Ocoece No., 2, Specifically, the con-
sultant questioned the assumptions used 1n the benefit/cost

study. For example, the consultant questioned TVA's use of a 10
percent growth rate i1n coal fuel prices i1n computing the value of
displaced power., TVA maintained that its assumptions were reason-
able. We agree that at the time TVA made 1ts coal cost escalation
assumptions for the benefit/cost study, they scemed reasonable
even though history has shown variances between what has been
experienced and what was projected. When the benefit/cost study
was prepared, TVA estimated that coal costs would increase about
10 percent annually. This was based on long-term coal contracts
that TVA had just signed which were high cost and provided for
periodie price escalations., Therefore, 1t appears that the coal
cost assumptions TVA used were consistent with conditions at the
time the benefit/cost study was made.

12



CHAPTER 3

PROJECT COST

since power production at the Ocoee No. 2 project was stopped
in September 1976, TVA has spent about $36.44 million on the
project. This expenditure includes amounts that were
cap1talxzed1 and expensed2 from fiscal year 1977 through project
completion 1n November 1983. Table 2 below provides a breakdown
of the total expenditures showlng what amounts were capitalized
and expensed and how these amounts were allocated to either the
contractor or TVA work forces,

Table 4

Ocoee No. 2 Expenditures

Contractor TVA Total

- = = = =(in millions@)- - - - -

Capitalized $23.77P $10.03 $33.80
Expensaed - 2.64 2.64

Total $23.77 $12.67 $36.44

apll amounts rounded.

by s amount contains about $379,000 for trestle
work that TVA will reclassify as an expense
because of the nature of the work performed.

The following discussion will present a breakdown of these
costs 1n a manner that explains how and why they varied from the
ori1glnal project cost estimates. In addition to the above expend-
itures, the contractor has claims outstanding against TVA for
about $7 mi1llion that are being litigated.

CAPITALIZED COST

TVA's most current cost estimate, prepared in November 1983,
shows that the capitalized cost for rehabilitating the Ocoee
project totaled about $33 million. This represents a $13 million
cost 1ncrease over the original $20 million estimate approved by

1Cap1talxzed costs are costs of an 1nvestment 1n an asset that
ylields returns over several years and is depreciated over the
period of the return,

2Exponsed costs are those costs that are recognized as a cost

of doing business during dally operations or an investment that
yirelds all of 1ts return 1n the current time period.
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the Board ot Directors i1n November 1979. A comparison of these
two cost estaimates 1s shown 1n table 5.

Table 5

Conparison of Cost Estimates

Project
authorization
approved Nov, 1983
Cost element estimate estimate Variance
- - - = = =(000 omitted)- - - - - -
Reintorce dam $ 150 S 623 S 473
rRemove f luame 688 1,370 682
Flume trestles 2,385 2,421 36
Flume foundation 1,243 4,709 3,466
Flume cerection 7,035 12,990 5,955
Field overhead 3,588 3,495 { 93)
Interest -- 4,719 4,719
Engineering design 246 476 230
Ot her cost 124 1,692 1,568
Conti1ngency allowance 4,541 1,274 ( 3,267)

Total $20,000 $33,769 $ 13,769

Cost varldnces

The 1ncreased cost shown 1n table 3 can be attributed to a
number ot factors, We discussed each of these variances with TVA
otticrals and obtailned an explanation for the variances,

Reintorce dam:  The 1nitiral approved cost estimate provided
for placing rockfi1ll against the downstream face of the dam.
While this work was 1n process, most of the rockfill was washed
away by flooding. The rockfill had to be replaced by compacted
concrete to reanforce and stabilize the dam, This additional
etfort resulted in a cost i1ncrease of $473,000,

Remove flume: Because of the rugged, mountailnous terrain
along the 4,6-mi1le-long flume, access to the flume was difficult,
This restricted work area resulted i1n more difficult working
conditions than were allowed for i1n the 1nitial approved cost
estimate.,  These conditions resulted 1n a cost increase of
$682,000 over the 1niti1al estimate,

Flume trestles: The trestle work experienced a small net
1ncrease of $36,000 above the i1niti1al estimate because TVA decided
to use s1x steel trestles i1nstead of five steel trestles and one
concrete trestle,

Flume foundation: When the old flume was removed, several
secti1ons of the foundation were found to be more deteriorated than
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cxpected,  Thls deterioration required the use of more crushed
“tone bedding material under the flume than was earlier esti-
mated,  In addition, more extensive repairs to some foundations
were neceded,  In addition to this problem, some landslides had
to be removed, and a storm run-off drainage system was added to
the work scope. This additional work resulted in a $3.466
millron cout 1ncrease,

Flume erection:  The 1nitial approved cost estimate for re-
placing the 4,.6-m1le flume was prepared on the basis that the
flume walls and floor would be 1nstalled as prefabricated
paneln . However , because of the rugged terrain 1t was difficult
to tranaport the prefabricated panels to the construction site;
the walla and floor of the flume had to be constructed pilece by
plece on-51te . The photograph on page 16 depicts the inside of
the flume during construction. In addition, the cost of a 300-
foot-long extension flume connecting the forebay dam and the
pencstock was not 1ncluded 1n the i1nitial approved estimate be-
cause ot an oversight by TVA. These factors resulted 1n a cost
Immcerease of $5.,955% million for erecting the flume.

Field overhead: The 1ni1ti1al approved estimate was based on
t1eld overheads for all construction being accomplished by TVA.
The current estimate, however, 1s $93,000 less than the proj-
cct ¥y aguthorized estimate since TVA contracted out tor the
construct ion,

Interest: At the time the 1niti1al approved estimate was
prepared, TVA policy did not provide for capitalizing interest
on construction for additions and improvements at existng power-
planto, TVA did 1nclude 1nterest on construction 1in 1ts
benetit/coot anaylsis. TVA has since changed its policy and
tnterest of $4.719 miliion 15 1ncluded.

fingineering design: Most of the $230,000 cost increase for
additional englneering deslgn can be attributed to the flume
foundat1on and schedule delay problems encountered during
construction,

Other costs: The $1.568 million cost 1ncrease relates pri-
marily to costs that are prorated to the project based on direct
cost . Thus, as total cost 1ncreased, prorated costs increased.
These costs 1nclude TVA corporate management expense, central
services, and other central organizational overhead expenses.

The $3.267 million reduction 1n the

Contingency allowance:

P P B et B A YT AT R E o e Ve | e tha caenne AfF o owanvle bhasame
\\)llklll\jt:llLy Al LOwaillUe (VLGS ORTE SN AR GA N (& o) T SlupT UL WOL A WU Ao
more clearly defined or certain. Most of the work was already
completed or was established by the contract at the time the
current cost estimate was made, The remaining contingency

O T I [N P A~ £ o om P T T VR W P P e TP joare P [V BN
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current estimate,

3an amount included 1n cost estimates to account for unforeseen
[ e [ ~ o
1 AR . ]
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View of inside of flume during construction

Contractor costs

In June 1980, TVA awarded a contract to rehabilitate the
flume to an 1ndependent contractor for $21.3 million. However,
due to changes in the amount of work required for the removal of
the old flume and construction of a new one, the estimated cost
increascd.  Because of construction change orders, TVA estimates
that the contractor-performed work at project completion would
total about $24.6 million. However, TVA will recognize only
$23.77 million for contractor work because it determined that an
estimated $848,000 for trestle repairs should be charged to
expense 1nstead of being capitalized. TVA determined that this
effort should be expensed because the work was considered to be
maintenance on an existing facility rather than a capital

expenditure.,

16



Contractor claims and litigation

Through change orders authorized by TVA, the actual cost of
the contract totaled $23.77 million; however, as of November 1983,
all ot the contractor claims had not been submitted and/or settled
and certain litigation actions had not been completed. The
contractor has either presented or notified TVA of claims totaling
over $7 million, as shown in table 6. TVA believes that the
claims are 1nflated and that it has little or no liability for
most ot them,  The total cost of the contractor's work on the
project will not be known until all of the claims have been

cubmitted and reviewed by TVA and litigation 1is completed.

Table 6

Contractor Claims or Potentlal Claims

Delay/claimed
Description Amount@ Status? (calendar days)

Additlonal anglnearing support

wor k $ 119,398 Being negotiated 26
Additional cost for alleged Denled, decision

dittoring site condlitions at under Disputes

Gorman trostio 2,096,685 clause requested -
Alleqgod ditfering «ite conditions In

roplacoment ot viaduct foundations 5,995,884 Denled 58
Additional cost tor reprocurement of 500,000 Claim not presented 138

wood ftor the filuma plus
fxtra work for concrete testing 62,581 VDenled -

tonstruction changa concaerning

grade haoams, Not quantified Denled -

Lost for addltlonal stone 83%,030 Denled, lawsuit filted -
Costs duo to labor dlspute 171,505 Denlied 8
bxtra costs tor erosion control 168,451 Being negotiated 12

txtra costs tor tightening bolts Not quantltied Denied -
Rock romoval 4,885 Being negotlated L
Total clalmed $7,200,417 302
sasAmzaszxz zaaz

M ot Novamber 17, 19835,
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TVA IN-HOUSE COSTS

TVA estimates that it will incur 1n-house costs of $12.67
million through project completion. This amount 15 comprised of
about $10 million in capltalized costs and $2.64 million 1n
expensed costs.,

Capltalized costs

Table 7 contains a summary of TVA's $10.03 million of
in-house costs i1ncluded 1n the $33.77 million capital cost
cestimate.

Table 7

In-House Capitalized Costs

Cost element Amount

(000 omitted)

In-house work and services:

Reinforce the dam S 623
Fireld overhead 542
Interest 4,719
Engineering design 476
Other cost 1,692
Contingency 1,274
Total S 9,326
Purchased materials
Steel trestles 705

Total $10,031

Expensed costs

In addition to the capitalized cost, TVA also charged about
$2.64 million to power production expenses durlng fiscal years
1977 through 1983 for various maintenance and repair work on the
project . Specifically, TVA spent about $554,000 between the time
the plant was shut down 1n September 1976 and November 1979 when
1t approved the rehabilitation. This amount 1includes about
$418,000 for work to preserve as much of the old wooden flume as
possible,  The remalning expenditures were for malntenance and
repalrs to the permanent plant facilities, 1ncluding the
powerhouse, bridges, roads, and various equipment items. TVA
consldered these expendilitures necessary to preserve 1its options,
and thus excluded them from 1ts evaluation.

Between the time the Board approved the rehabilitation work
and the end ot fiscal year 1983, TVA charged an additional $2.1
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million to power production expenses for work related to the
project.  Some examples of this effort include $185,136 for
palnting the i1nterior of the powerhouse, $423,604 for penstock
repalrs, $287,420 for turbine repairs, and $64,000 for repairing
and sandblasting the dam gate,

We discussed with TVA officilals their basis for considering
theoae costs as power production expenses and excluding them from
the project cost estimate., TVA officials told us that Ocoee No. 2
was always considered to be an existing facility and that some of
the expendltures were necessary to maintaln the project during the
period of time that TVA was evaluating the various alternatives
for rehabilitating the project. They also pointed out that their
treatment of these items as expense was consistent with TVA
account 1ng procedures, which provide for classifying these types
of costs as expenses rather than capital items. TVA added that
hhad this effort been accomplished on a new hydroelectric facilaity,
all associrated costs would have been considered capitalized costs
and 1ncluded as a part of the project cost estimate.

In addition to the $2.64 million charged to maintenance ex-
penses during fiscal years 1977 through 1983, TVA charged $1.2
mirllion tor Ocoee No. 2 operational expenses. Since the plant was
not generating electricity during this period, we asked why the
project 1ncurred operational costs, TVA officials told us that
the Blue Ridge and Ocoee No. 3 Dams, located upstream, were re-
motely controlled from the Ocoee No. 2 powerhouse. According to
these otficials, most of the $1.2 million was for the remote con-
trol operations of the two upstream dams and 1ts being expensed to
the Ocoee No. 2 plant was an oversight.

COST OF OCOFEE GENERATION

The first-year cost of power generated at Ocoee No.2 based on
the 1ife of the project (50 years) will be about 36.4 mills4 per
kWh assuming an average generation of 135 million kWhs annually.
Th1s generatlon cost 1s based on TVA's $33.769 million capitalized
investment 1n the project (about $675,000 in annual depreciation
expense), a projected tirst-year operating and maintenance expense
of $396,000, 1nterest on the investment of about $3.5 million
annually, and a 10 percent margin on the interest of about
$349,000. Table 8 reflects how these costs convert i1nto cost of
power from Ocoee,

4A monetary unit equaling one-tenth of a cent ($0.001).
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Table 89

Ocoee Generation Costs

Annual cost M1ll per kWh
pPepreclation $ 675,000 5.0
O&M 396,000 2.9
Interestd 3,492,000 25.9
Mdargi1n on 1nterest 349,000 .6
36.4

J9Based on annual generation of 135,000 kWhs.

bannual 1nterest was computed at 12 percent on the capitalized
Lnvestment.,

Further analysis of the above figures shows Ocoee fixed cost of
33.5 mi1lls (depreciation plus interest plus margin on 1nterest)
and variable cost of 2.9 mills.

we also calculated the average cost of power generated at
Ocoee No.2 over the life of the project. The average cost will be
about 33.6 m1lls per kWh assuming average generation of 135,000
kWwhe. annually. The first year cost of 36.4 mills per kWh and the
average cost of 33.6 mills per kWh 1s higher cost power than some
projects 1n TVA's generating systems, but less than other
Jeneration scheduled to come on line., Coal-fired plants built
since the 1950's provide energy at a cost of about 33 mills per
kwh on the average, and TVA's average cost of power in its system
in 1983 was 34.5 mills per kWwh. However, according to TVA, since
the fixed costs will now be i1incurred regardless of whether Ocoee
generates electricity, the variable cost becomes the figure to use
for comparing which powerplants would be cheaper to operate.
Ocoee's variable cost of 2.9 mills per kWwh is lower than today's
vdarilable cost tor TVA's coal-fired generating plants (about 19
mills). This means that when Ocoee is producing electricity, 1t
15 displacing coal-fired generation that has a higher variable
cost,
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CHAPTER 4

USE OF THE OCOEE RIVER FOR WHITEWATER RAFTING
When power operations at Ocoee No., 2 stopped 1n 1976, the
river began to be used for whitewater recreation rather than power

generation.  Recreational use of the river has continually grown
over the past 7 years and has stimulated the local economy. How-
over, TVA's decision to rehabilitate Ocoee No. 2 created contro-
versy between TVA and the whitewater rafters because as the Ocoee
River water is diverted into the flume for power generation, the
whiltewater disappears from the riverbed. The controversy revolved
around the number of days TVA would be willing to make available
for recreational releases, and how the power system would be
reimbursed for having to generate from higher cost resources due
to the recreational releases. These issues have recently been
settled with the passage of a one-time federal appropriation to
reimburse TVA for the higher cost generation when water is
released tfor rafting and an agreement between TVA and the State of
Tennesscee whereby the river will be open for rafting 116 days per
year.

ECONOMIC IMPACT FROM RECREATION

From 1977 through 1980, the estimated number of users of the
whilitewater along the 4.6-m1le part of the Ocoee river 1increased
trom 7,000 to 56,000. By 1980, according to TVA's information,
about 85 percent of the users were customers of commercial firms
that provided rafts and guides.

For the period from 1980 through 1982, TVA estimated that the
ase of Ocoee's whitewater increased about 29 percent a year wltn
the heaviest use occurring from May through August. For 1983, TVA
projected whitewater use on the Ocoee at approximately 104,000
visltor trips--92,500 commercial trips and 11,500 private
boaters, Table 9 presents TVA's projection of 1983 revenues from
whltewater recreation,
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Table 9

TVA Estimated 1983 Revenues From Whitewater Use@

92,500 visitors @ $23 per trlpb $2,127,500
92,500 visitors @ $23€ 2,127,500
11,500 private boaters @ $23€C 264,500

Total $4,519,500
docoee user trips based on visits during May, June,

July, and August.

beommercial outfitters' average charge per person per
trip 15 $23.

“Users would spend about $23 on the average for food,
motel, etc., per trap.

Recreatiional support

TVA has, used no appropriated funds to rehabilitate the power
facilities, but to support the whitewater rafting activities,
TVA plans to spend about $300,000 1n appropriated funds 1n
developing recreation support facilities at Ocoee No. 2 4as shown
by table 10.

Table 10

Recreational Cost

Description Estimated cost

Gravel parking lots, river access polnts,

and temporary change buildings $ 30,0002
permancent restrooms 60,000
Parking lots 92,000
Bridge 8,000
Walkway and access 68,000
F111, bank stablization 20,000
Miscellaneous 9,000
Cont 1ngency 13,000

Total $300,000

drRepresents funds spent to November 1983.

According to TVA officials, about $270,000 of these funds
was provided under Public Law 98-8 (referred to as the Jobs
Bi1ll). None of the appropriated tunds expenditures were 1ncluded
in the rehabilitation cost estimates because the recreational
facilities were not considered part of the Ocoee No. 2
rehabilitation,
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LOST POWER BENEFITS DUE TO RECREATION
AND TVA'§~EFFORTS TO GAIN REIMBURSEMENT

During the late 1970's, TVA recognized the operational 1mpact
ot the whitewater recreational releases. This was recodgnized in
TVA's final KIS where the proposal was made to have the river
avallable for rafting 46 days each year. The EIS recommended 46
days for release because, according to TVA's analysis, 1t provided
the maximum overall benefits to the public from the standpoint of
both power generation and recreation., However, whitewater rafters
and other interested parties believed that 46 days were not
sutfircirent.,  In approving the rehabilitation of Ocoee, TVA based
1ts decision on 82 days for whitewater rafting.

The 'TVA Board approved the renovations to Ocoee No. 2 on the
oxpectation that having to produce from a higher cost generation
source due to recreational releases would be reimbursed by a
one-time appropriation. TVA calculated that the present value of
the replacement power for an 82-day release program over 35 years
would be §5% million. In 1980, the Chairman, TVA Board of Direc-
tors, 1n an attempt to ameliorate the recreation i1ssue, requested
that the Congress appropriate $5 million. Subsequently, the
Chairrnan, House Committee on Appropriations, 1n a congressional
report, responded to TVA's request by stating that

"The committee believes that this proposal can be
mmiti1ated within avallable appropriations but because
of the particular characteristics of the river and the
recreational plan, this proposal can and should bhe
financed by the collection of charges from recreational
Hsere "

Subsequent ly, on October 28, 1980, the Chairman of TVA's
Board ot Directors responded to the House Appropriations Committee
report, In hi1s response, the Chairman stated that,

"With a high level of commercial use, assurance of the
required flow of water 1s essential., Because water re-
leases for recreation would cause losses to TVA's power
program that would need to be recovered from sources
other than the power system, staft considered four
alternative financing options.”

The four alternatives considered were
--user fees,
-—concession system,

-—annual appropriration tor foregone power, and

--s1ngle appropriation capitalizing the annual cost to TVA
power sperations due Lo recreational releases,
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In summary, TVA considered all the alternatives impractical except
for the single, one-time appropriation. TVA considered 1t to be
the most reasonable for both preserving and integrating recrea-
ti1onal releases with operation of the flume for power production.

With no positive response from the Congress, TVA concentrated
1ts recredatrion reimbursement efforts on two strategies between
1980 and 1983. The first 1nvolved discussions between TVA and the
commerclal operators. The second involved negotiations with the
State of Tennessee, Under this strategy TVA planned to allow the
state to manage whitewater recreation at Ocoee No. 2 and charge
user fees 1f the state would make a one-time payment to cover the
higher cost of power generation to be used 1n lieu of Ocoee.

After much debate and negotiation about the number of days
TVA would allow water releases for whitewater rafting and how TVA
would be reimbursed for lost power generation, recent actions have
put the 1ssue to rest. On November 14, 1983, Public Law 98-151
was cnacted which provides appropriations to TVA to reimburse it
for lost power generation., Under this act, TVA will receive a
one-time payment of $6.4 million to pay for hydropower lost as a
result of recreational releases over a 35-year period. An
additional $1 mi1llion was provided to the State of Tennessee for
the development, operation, and maintenance of a recreation
facility at Ocoee No. 2. The money is to be repaid to the U.S.
Treasury over the 35-year period from the 1mposition of fees for
such recreation.

On March 16, 1984, a contract between TVA and the State of
Tennessee became effective whereby the state will receive from TVA
an easement of 23 acres to provide for recreation over the 35-year
li1fe of the contract. Other key points of this contract are as
follows:

--TVA w1ll make recreational releases 116 days a year from
March through November.

--TVA w1ll collect fees directly from the commercial
outfitters on the schedule of $2 per customer for the first
8 years, $3 per customer 1n years 9-16, S$4 per customer in
years 17-24, and $5 per customer 1n each year thereafter.

--TVA has the right after the first 5 years and thereafter to
adjust user fees to account for revenue shortfalls or
terminate the agreement.

--The state will maintain all facilities, provide on-site
management and controls, and establish necessary safety
requlrements and commercial operation standards as
approprlate,
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--The state wi1ll receive $1 million to be placed in a trust
fund (under separate agreement) to generate operation and
maintenance funding over the life of the contract.

--The state will assume TVA's perpetual maintenance of a
bridge in southeastern Tennessee,.
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801 J02-5011
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B18 CAMNOM HOUSE OFFICE BULDING

WASHINGTON DC 20018 mas un B c zo’l
202 2282813 llillgt ’ oo ’

May 3, 1983

The Honorable Charles A. Bowsher
Comptroller General

General Accounting Office

441 G Street, N W

Washington, D C 20548

Dear Mr. Bowsher

I am requesting an audit of the construction costs of the Tennessee
Valley Authority's Ocoee No 2 Hydro Plant. In December of 1979, the
Board of Directors authorized construction of the project at an estimated
cost of $21 4 m1lion  Current completion costs are estimated at $29
million I am interested 'n a determination of the:

a estimated total project costs upon completion of
the project,

b cost of contract work and materials,
C cost of TVA's own work on the project,
d 1nterest on money borrowed for construction,

e cost of work done by TVA personnel from divisions
of TVA supported by appropriated funds

In determining the cost of TVA's own work on the project, there are
severdal areas that may be worthy ot your investigation. It 15 my unaer-
standing that TVA's work force reinforced the dam, built access roads to
the flume line, refurbished the powerhouse, constructed a staging area
below the dam, manned the powerhouse with electricians and operators
during the years the project was tnoperable, and widened the bridge at
the powerhouse  As well, TVA provided design and engineering services,
environmental 1mpact statements, 1nspection and administrative services
during the project's construction

From your audit of the project costs, I ask that you determine  the
cause of cost overruns, the per kilowatt cost of the power produced by
Ocoee No 2, and whether this project will accrue significant deficits 1in
the 1nitial 20 years of operation.
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] request that the results of this study be marked for my own use at
present

The General Accounting “ffice provides a vital service to the public
1n 1t oversight of the operations of the agencies of the Federal Govern-
ment With this 1nformation, | hope that we can accurately analyze and
continue to 1mprove the efficiency of the Tennessee Valley Authuriy

Thenk you for considering this request

With best regards

Sincerely,

Don Sundquist, M C

DKES de
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OON SUNDOUIST DISTRICT OFFICES
Fle O3 URICT YEmMI3SES VAT SOUTH IND STREFY
CLARKSVILLE TEMNLSSEE 37040
§18 887 4408
COmMTIEg
40D SHELBY OAXS DRIVE

Congress of the Lnited Dtates R

801 382 S0

- House of Representatives
wabcrom o o Dashington, D.C. 2095

May 23, 1983

Mr T Vincent Griffith
Legislative Attorney

O0ffice of Congressional Relations
Comptroller General

Washington, D.C. 20548

Dear Mr. Graffith

Thank you for your prompt attention to my request for an audit
of the Ocoee No 2 Rehabilitation Project 1 am writing to provide
some additional 1nformation that may help you 1n your analysis of TVA's
Justification for rebuilding this plant.

It has come to my attention that there were 93, 400 visits to
the Ocoee 1n 1982 for white water recreation. In addition to the questions
askea 1n my original correspondance, I am requesting that your determine.

1) the projected number of visits for recreation
n 1983, and

2) an estimate of the total revenues, or a doliar
value for the total benefit deriving from
recreational use of the river.

In your review of the TVA's benefit/cost analysis, you may be
interested 1n a report prepared by Mr. Steve Taylor, 721 Boundary Avenue,
S1lver Spring, Maryland 20910 Regarding the value of recreations, you
may wish to contact the Tennessee Department of Tourist Development, and
the Office of Natural Resources, Tennessee Valley Authority, Norris,
Tennessee  Additional information may also be obtained from Mr David
Brown, Executive Director, Ocoee River Council, Box 238, Ocoee, Tennessee
37361, phone (615) 338-8619.

Thank you for your consideration of this request. | hope that
the information and services | have provided are of value to you 1n your
review of the Ocoee No 2 Project

Sincerely,

Don Sundquist, M.C.

Drs de
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